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abstract' 

This paper pveSsente a nniltl-pronged strategy for reducing poverty^aiid ' 

. ' ' - . - f 

uneBployment by Increasing the ninhber of jobs tor unskilled woAers and 

raising. tftelr wages. 'A marginal hours employment tax credit, slmflat to the ^ 

^ New Jobs Tax Credit that recently enacted Into law, Is the flljs^ compo- 

tnent~to generate a large expansion ln,«nployment • The second cofiai^cment 'l« 

-^votchers foiTboth. trailing and employment to be given to hard-toH^loy 

.'.^ . ' . ' ' ^ • ' / 

^ workers— thes disabled, veterans, high schoo'L drOp 6uts, ex-convl^tli , ex-drug 

.addicts — which, when turned over %o the worker *s ^loyer, woul^ Result Ig, 

the government sharing sofae of the Initial year's wage costs, yj/^ the 

«iq)loyer. Families with children would be brought put of poye?^ty by the ^ 

third and fourth components— namely , a guarantee of a Job a/ the minimum' '/ 

wage, for every family *-8 primary wage eame|:; and a^famlly Arage rate subsidy 

conditioned on family^ size that would rfiiise, th^ earnings, of* low wag e iror ke rs * 

with large families. ^. « - r / 



i fy^uchets for Creating Jobs, Education,, and Training: * 
* VOCJ^/, An En5)loyinent-0riented Strategy for Reducing Poverty^ 



A fl^pi3.y id poor bec'atuse its* members aire" unable to work, .cennot find 

work, or are working but earning at too low a wage rate to properly support 

the family i The otjettive of the taultiproiiged proposal described in this 

. ' " ^ % . ' ^ 

paper is to raise the wages and number of jobs for unskilled workers within 

the politi/iai constraints of no change *in the coverage or level of the 

minimum ^® change in legislation defining the relati^hip between 

government and unions^ and no change in thp division of responsibility 

between the private and public sectoir* <The, proposal assumes the con*T 

tinued existence of SSI .and at reformed AFDC program for those groups not 

Tected to iffovk — the disabled, the aged, and single parents of young 



children.). • ^ \^ ' 



-^1. VOCJET: AN OVERVIEW . 



1 
i 



*fhe VOCiET plan contains five components-^d ftoily wage rate subsidy^ , 

, " " / ( ' ^'^ , • V ' -'^ 

a marginal hours eihployiaent tax credit,- vouQhers for creating employiAent: 

* ■ , * ♦ * 0" 

1 ' ' , ^ * . 

In both th^ private and public sectors, vouchers for training and education 
w and giia^anteed public jobs for faiidly heads. ' : ^ 

^ fathers and mothers wqgking at low wage ^ates would r&calve a wage ' 

" / ' ^" " ^ ' ' ' \' 

rate siibsidy .that would be sufficient to raise family income al>ove the ^ 

' • t V' . ^" - ^ \ 

poverty line if one membrer is working full time. To reduce the Jevel of 

unefflplo3rment Jbbs would be created in the private and public sect^ors by a 

« partial subsidy of employer iftring and wage cosjbs. Thla ;!& ^to be accfit^ 

pXished (1> by a marginal. hours employment tax ^credit similar to the ^ 



Nev Jobs ;rax Credit recently approved by Congress btit based on^ total 
'hours worked add (2) by a' wage rate subsidy of new hires of, specific 
groups of , diiadvfilntaged workers who would -receive ,youchers pi;oving'^ 



eligibility.. Fitms offering entering employees a training program certi- 
fleft by ^he department of Labor would be eligible for an additional subsidy 
per houi; worked by a vouchelred employee. * 

The objective of these programs is to create lots ot jobs^ not to 



guar^j^e partlculA: individuals a job. If a family -with chlldrei^ has a 
head whf canno^ find a job despite the^ availability of these 'Job creation 
subsidies, the! fifth component of the program wouW ptovide him/her with 

' • " /* • • • 

a goVpxnMnent-^xiaranteed job with 40 hours of work a ^/eek at the 

minimum- wage. The yage rate of this public job would also be subsidized • 

.b3^ the f^iy wage-rate subsidy, so families witb .children would be guaran- 

teed fin income at least equal to the poverty line. AFDC-DF-wuld ^ phased 

out and the he^Sis of intact families wijth children would be required to 

T accept one of these jobs when they apply for Food Stamps. The job- 

guarantee would thus provide ijitact families with children an income 

guarantee'. The <}eceipt of the income', however, would reqfiire work and 

consequently* would not carry the heavy social stigma ,that prevents many 

pejpple^ ^rom aj^ply^ng'^^or AFDC-UF and Food Stamps now. 

The coverage^ and subsidy levels of the pvogr^am may, s^em stingy to 

spme. Wage rates and subsidy levels are kept low because they are meant *' 

' to be a -national floor and are, therefore, chosen with low cosj; -of living 

states llk^ Georgia, Florida and TexAs in mind. Stat^ with higher costs 

of living .would be allowed and encouraged (t^^rough 'matchiilg federal 

' * ' . 

contributions) to supplement the family wag^ subsidy and the jwage rate of 

^he guaranteed public jobs^ 




Ilways wi8| when making substantiajf' departures in social politiy^ 



govemme^* 
ience vith <t] 
for marginal 



1. We do not know how many pe^^'le would want d job if the 
re . to- establish a job guarantee. There is very li^ttle exper- 
e administration of Wiage rate or earning tfubs'ldy programs 
land low wage workers. Consequently ^ ^he family' wage <;ate 
subsidy and PH^lic jobs* prsg^ams shotfld, at first, be targeted 
on the. mosfi nledy^group— families with' ch4.1dreti. 
^ It should aMo be easier to administer a program for workers with^ 

' 4 " ^ ^ \ ^ ' ' ' ^ ' • 

faailly respond|lbillties than for the^/ individual with nothing to tie him/her 
dovnV They tyMcal^y have lower rates of turnover and mere formalized 
employment envlronmentis. Jobs will be easier to create for theA and the . 
number of guarahtee type jobs required s^Kmld be 'small/ because unemployment 
rates are typicLny low f^r thi« group. As experience is gained in creating 
^obs and adminl|tering the wage 'rate s\Asldy, the program can be expanded 
^pcrementaii^bjl raising the* target wage of the subsidy, raiping the wage 

rate of the guaxtenteed public job, or by eiepandijig eligibility ffer.the 

1 * 
program. ^ ' 

This coiAbinition of programs has many desirable features. It can be 

used 0s a countexfcyclical weapon. It is targeted at the* least skilled,' ^ 



lowest' paid, and therefore most needy workers. Eligibility for and •size 



subsidy can be adjusted for family piza(% Administrative costs both for 
•the govfemment and for the firms And agen^cles that hire the. worker^ are # 
low. Last, it leaves ij^ow ^klll 'workers as free aas, possible 'to- choose 

where to work. In additiS^,. incentives are .increased *f 6 r both the employer 

' •* ' ^ ^\ , ' ' ' ' ' 

and employee to expand the number of hours worked' becatEse the .subsidy is J 

* . * < ' ^ ' / ' . . ^ 

based on hours^ worked. * It is also designed to Create a positive inoentive . ' 

■ . ■■ ■ ■ ■■ •■. . / . ■ 



\. forf faadly stability, itfwlves only incremental ,changi# in existing prp- 



• grans, and provides « soure^ of extra income to the vorkl^^poor 



that does 

p not carry a^ stigma with it,' because recipients and donors are able to view 
the extra income something he earned^ Last, within the context 'of other 



Inconte maintenance proposal, Itf is not ver^ costly. 

♦ 2. m PROBLEMS VOCJET IS* DESIGNED TO ADDRESS " 

Many heads of large families are emploxed at a wage that is Insufficient 
to bring their family out of poverty (even vlth*2D00 hours of work.iiej: year). 
Some families on AFDC or AFDC-tlF even ha^e a hlgjie^ income th^ families of 

' t , f • 

/equal i^ize with a vort^gg head, and t}ils stimulates political opposition 
to Weifaife programs. . ' 

Many other individuals are in or near poverty because, although the^ 
ar^ willing to.work^^^Ji^f^cannot find a job* In March 1975 the unemployment 
rite was 19.5% for 18- ahd i9-year-9ldsi 22.3Z tor yhite high school dropouts 
/aged 16 to 24, and 39*8% for .black high school dropouts age4 16 to 24* 
i; For e^ry two workers unemployed there is at least^oiie other \t)xo^\tBA \tv&li 

up looking for wbrk'because his/her chantes of obtaining a ^pb are 'so. slim. • 
' The costs of .leaving so' larg^ a proportion of ot^f labor force Unemployed 
• aire astronomical. Some -of these costs can be' measured, such as lost output, 
unedq^loyment! Insurance payments, greater AFDC, SSI, Socjj^al Security and | 
Food^tioip payments. Harder to, me^ure is *the loss oi^ future outpuft. 

' • ' • ♦ \ , ^' 

Most Importanjt job skills are 'learned on the job by doin^V Wori^ers ^ 
who* are unemployed' are not gaining the experience and skills that ral^e 
'their productivity In the futur&,>and the Skills they have learned in the 
, past Are depreciating « The mopet^ry costs are only'^ne part of thk Id^e. 
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Ja a society where social status and one's 4ens^o£ aelf-es^em comes > 

• . • \' r '/h ^ . 

largely from oixe's^ob, the psychological dskbage done to the individual 
«go is substantial. The observab^ consequences of thip fire higher rates 
of "marital dissolution, suicide, and mental illness. 

Both the current welfare system arid many proposed altemative£i lower 
the incentive to^work,^ Thus, even if sufficient numbers. of low skill j6bs 
pfeying the minimum wage were available some would choose not to work. Others 
would choos6 to woirk less, and still others would be induced to hold -out 
Jtor a higher wage than they can reasonably expect to get. Simulations of * 
the labor supply response to a negative income tax or earnings subsidy with 

a 50Z tax rate suggest that for every $100 given to househcJlds with, employable 

' ' / / . ' \ 

heads there will be a* $25 to $40 reduction In the household's eamingsX* 

(Garfiidcel and Masters, 1978; Keeley,:et al., 1977). • - f ^ 

,.Our desire to target income sij|f>port orf the most needy famlLies — those 

headed by f emale8--and to av&oid work disincentives when one family njembet 

/ 

is capable of working has resulted in our aid programs treating s'ingle y 
parent famlllea more generously than intact families of the same sirtze. 
This has, created a substantial idjianciai incentive^ low income faiflLlies 
to split and reduced the inc^tives for remartiagtf^ Whc^ther these financial ' 
'incentives have* actually caused a s;ignificant number g |v £amlly fl^plits knd 
how bad such splits are if they occii^ is a matter of sd^ controversy. *^ 
Nevertheless i because of public"^ coh^rn over the. rising ^uipb^r of families 
headed^ by women and potential intfet generational transml$8ion of a "welfare * 

, ■ • / • * ' I ' ■ ' ■ 

syndrome,'''' th s aspect of ^income maintenance 'u/olfcy ha^ recently received 
a- great deal of att,entiQn. / / ' . ^ ^, ' 



■■ - ■ ■ ■ ■ ■ . ■ r ■ . ■ 
■ * • . ' . ' . ( ■ ■■■ 

Many citizens feel th€(t it- fs not fair jco families with members that • 
work long hours at low wage rates to , of f erf larger amounts of ad!d to 
^ faadlies that work aubstdntially fewer hours at equal or higher vage rat^. 
implicit ia this vi,ew is the teiief that variations in hours worked a^rross 
families are only partly due to uncontrollable events li*e urienroloVment . 
This view asserts that the principle of horizontal equity (that/is, that 
like people should be rewarded' in like manner) ' shouid apply /o JamlLies 



of eqiial earnings capacity rath^p: than to families of equ^ current, income. 
Implicit in this View Is a criterion of deserviugness tl>at de'p^nds on 
unearned income/ the wage rate, and unemployment ^xpe^ience of each adult 
member at^d tlj^ costs of child care (Garflnkel and Hi^veman, 1978). 

In th^ process of financially aidlag-low inc^ fdmliies, curr^ 
Income* maintenance proyama force recipients t</ go through th^ humiliating* 
experience of certifying they can no longer wpport themselves, to risk 
embarrassment every time* they, buy food, and conform their behavior to the> 

/ 9 ■ - /J 

wishes of' the social worker. The stronger the individual's belief, in the 
work^ ethic, the greater his/her sense /r humiliation. Stigma is the 
inevitable result of three characteristics of , the current income maintenance 
system: (a) that the Income being received unearned (it is not' a conse- 

quenc'e of ones own efforts); (b) that the application pikocess is complicated 

• * - 

,and requires a detailed review of the family's circumstances; and (c) that , 

' ' ^ • • - "* ' ' '\ 

every^Jtoe food Is purchased the dej)eitdency of the indivi'dual on the 

largess. of the government is made visible to all. 



The fundamental cause of the problems of the low wages and unemployment 
described above, and a major contributor to the work disincentives and 
family splitting incentives built in to^our existing income maintenance ^ ^ 



. system I9 the Insufftciefat demand fipr IneOcperlenced and uh^kllled vorkera * 
tnd n6ces^iit5r of buying medical inaurance*for the^worker and legal or 
conventional minimum wages also keep the hoiifly cost of even the least skilled 
labor high. In most employment situations the costs of hiding and trafning 
vGT^kers are* quite significant; Since th^s^ workers are moi^e- likely to 
. » quit, the firm is more likely to lose>its investment in hiring and training ^ 
costs ^ These workers are also more likely to have to be fired. Bnicn 
'grievance procedures .or* informal shop custom may make^ tiring an employee 
^extremely costly. Ldying off vorkers can be ^xp^sive as well rbecause 
(eacpferience rating of. unemployment insurance tax payments results in firms 
^ , empl-oying ,60% of all workers^ having t<j^ pay (|h higher *UI taxes)' an amount 
; ^ ' almost equal tp the unemployment insurance benefits received by its^ 

/Off employees. To the extent that jthese cpsts make firms unnLlling to. 
, ( \ hire workers with characterisfics signalling a significant probab/Llity 

' that they will quit or have to be fired (that is, unskilled and inexperienced 
JLabor), thebe 'workers will' never be given a tljiance to gain the', experiekte 

* .necessary to mak^ th^m more product>ive»* ' M, \ 

3* .THE FAMILY WA5E RATE SUBSIDY COMPONENT OF THE PROGRAM. ^/ 

* - . i. ' ♦ 

The eligible population of the wagje rate subsidy envisaged i^'' thls\ 
prbpoial^ would be husbafldirand wivlMi^^^h chiljdren who are Citizens ,oj ' 
legale Immigrants and efaployed in the United States. Up.on presentation of 

/ fx ^ ■ ' ' /- ' ' . ■ 

/ V a voucher card to their employer certifying their eligibility they would 

* . - ' ' "I ' ' ^ m ' 

receive additibnal wages of 502 o%the difference between their " , 

, . • 

. nominal hourly wage and a target wage ([which would be a function of the * 

• - ' ' • ■ / 
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minimum wage and- the number of child^^ein'^in the fi^ily). There would *be 
an upper li^t on the pumber of hour^ that can be subsidized 'and a low^r 
bound on the ifrage rate of a job that Icbvild be subsidized/ . . 

^ Within , these bounds a ho^t of pot^tial configurations are possible. 
Xhe choice' of ^conf igtH:ation depten^s on ^he goals that are given priority* 
Reducing family-splitting, incentives, av(^i<jing discrimination aga;lnst 
women, equal pay for equal work, eliminati-^ig poverty^in large faijiliete — 
all these ai^e. apptopfiate goals for an ii jsomfe-maintenance policy, but they 
ate; to some dbegree, inconsistent with or another. For, example, a famll)^ 
wage .rate' subsidy could achieve, the first" three ^jectlves/by covering 
.wives as well 'as husbands tad by being sul^tantially more generoys to 
• large than to small families. Tabl^ t|^^ljates the outcoiSies that would 
be produced by one sudh plan. The target ^age is at the proposed minimum 



wa§e for 1978 for families with- one. chil<¥^|'|at 130% of the minimum 

immif when there are 



when* there are two childrefi,, 160% of the 



three ccr more children. Family heads vlC^jfo^r or more- children,* receive 



1; 1 



a subsidy bas.ed on a target wage of 190% <^ the minimum wage. This 

' * • 

plan is comparatixely generous and 1^ suf^cient 'on its own to bring many . 
families, out of poverty. Families '•receivMg other forms of income mainl^a- 
ance — AFDC, food stamps or SSI — i!6.ght be ijAde eligible for a correspondingly. 

It " » 

* ^' • * 

less' generous wage rate subsidy. T,hey rnlmt, fqr Instance, receive 40 
percent of a target wage that rise»;25% w«h eacfr-chlld. , If the 



objectives 'of reducing diccrimination against womSf and minimizing incen- 
tlvea for family pplittirtg are given low wriority, the cost of a 'family wage- 
rate subsidy could be substantially reducifl by limiting eligibiiity to heads 
of j^mllles, or by raiding the target wa^i of the secondary earner in the 



•■I 



faad^lj mily lOZ above thy 1^ foi: each additional child, ^ 

* - ' \ * ' * 

V • • • ' ..- ,.•* ' '•' .'."•'.'■'A " ,• ■ ' ' ' ' , . . ■ 

(«nd, th^reforei la •<^.a)pn8iy>J^ of tiie earned Inccm tax credit. 

Am vltii the eartiljigs dteMfi the employiee would "haiBdly be arare tfiat. ■ 

vaa belqg subsidised — since iiipst people feel that they are worth more 

thalti their, anrployer Is paying tlito:>ecet4ing>a A'igher vage,; would be viewed 

as. only fair. The stigma attached fco tKe program wduld thua be minimal. 

,E»^|Pt for the fact t|iat t^ie supplement is taxable like^ther wages, 

the subsidy is not coiftitldnfed oir the family's income.. It is avallible / 

to both the wife and husband.^ As a result, it builds in a s^fetem, of * . 

^ ^ A 

financial incentives that, shotiddateduce marital^plits an* increase 
^ ^remarriages, liggving his w>fe and children refeultai^ in e'man' losing his 
•uppl&ent. ^rrying a woman with children makes a .man^ligible-for th 
aui)ple9ientw A woman would have no incentive to ^plit because idhe is 
, Eligible for the supplement whether she is a member of ati/iritact famil]^ 
or ilot. If eligibility for or t$e rate of the , subsidy , depended on 
family income, the wojpan would^come eligible for the wage stAsidy j 
'^if she separates from her husband! A furthel: disadvantage of incc 
testing is thdt it increases admlnwtrative costs and raises marginiij^^ 

tax r^s. < * ' s ^U ' 

* - . ' * * 

Reducing marginal|tax rates, administrative costs, and family iplit- ^ 
ting incentives results, however, In- raising the programs budgetary ^ tost, ' 
and. reducing its target' effectiveness by an income poverty cflt^riii*'" A 
Our earlier discussion of the definition of deservingness su^geatsf that . , 
the target group^ould be defined by Earnings capacity ratheV thsjcdiy 
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income. Using their earnings capacity measure to define. poverty, Garfinkel . 

HavemA'n (1977) find that the target efficiency of a wage. rate subsidy ' 

.- ' ' 

for fanciiy head^ that is- conditione4 on family 'si^e is not all that ' *. 
different frqm target efficiency of an earning subsidy^ or N.I'.T. Alternate 
definitions oi earnings capacity, would r^se the target efficiency -of the - ^ 
wage jBubsi'dy even higher.^ ' / \ ' LJ\ ^. ^ 



Making. wives eligible for'tjie subsidy^ith4i*«^tr^^ in / 

fimlly income lowers target efficler.ty. .It will al^ ineyittably result 
in at- least one horror stoty (say. a ^bctpr's ^ife receiving a sube^dy). 
While It maybe cbnv^ntiOitel to tteat ^t*^^ifamiiy a^'^jAe -appropriate upit 
for defining 'Meseririhgness," this convention ia in^icTseiise a moral 
absolute*. Women are syst^maticaa,ly cflscr^irfated against iil the*l^bor. 
market. Whl,c.h principle should prevail--\tt». ^ d;s ineligible because 

of a high Income J^use^ ^^the ind4.vi'd\ial Is deserving .Vec^use ,of-her low ^ 
wage -rate . (on average l^ss than $3:45)Sand discrimijiati^n against her sex? 
This^ author prefers the second principle over the 'first as long as the 
target wage is as lo\|C as' it is in this pygram. iut^f one's value judge- 
ments leads one -to prefer* th^ first, the value of the -subsidy to well, off 
famijie« can^ be .decreasf^^y the simple expedient of requiring that\.the 
subsidy be coi%ted^ twice in income'. This would ^^ouble the eff ecti^li^ax 
-ratij, on suppleppt receipts without raising daministrative ca^'ts'^fef^eciablyT 
The, family^ wdge rate .supplement is a cost-effective way of raising the*' 
ittcomd of thfe" working poor and of increasing incentives for work and 

family Stability; It ddes not increase the number of jots uftless' the 

* *• " • 

subsidy results in^ a lowering of the npminal wage offered by employers. . \ 
^Since soci&l and le^al minimum images establish an effective flojor fot wa^e ' 



*4 



' rate* of mwyyftf ^tisse workers, any ibcrease In enployaent deDan4 Is 
'r likely to beqpll^ and tp take a long tine. ' . • . ' 

^ . ^9lF of "l^^inBadlate Miploynent creation effect means the fajkly 
wage tate subsidy Is very .'effective as a countercyclical J»bs progtaa. 
K cliange in the target «age would primarily , impact "onfjob avaUablllty , 
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through Its li^act^-on aggre^te 'demand.^ We need to operate on the supply 
;8lde of the market 'If eltRer permanent o^' countercyclical Increases In ^' 
*/.thp number of Jobs are deslrefl. (This Is accomplished by the marginal 
houjs ewploynent tax credit component of VOCJET, described In the next 
section' of the pa^rer. ) ' • - 
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4. »THE 



MMtGIM^ HOURS EMPLOYMENT ;TAX CREDIT 



The tax credit for Ij^creaaea in enq>loyment (New Jobs Tax Credit) 
tiut is part of the 'Tax Wdifttlon and Simplification Act oil977^would 
be iBodified and made permanent;. Under current law: * 



The ctedit is 50 percent of the increase in each employer's * 
wage base under the^^ederal Unemployment Tax. Act 0?UTA) , 
above 102 percent of that wage base in the previous jSjr. 
The FDTA base tbr a y^r consists of wages paid up to 
$4;200 ^er etiq>ldyee.. . . 

T^^^gn^oyer's deduction^ for wages is reduced by the amount* 
I ^^^w"^^^* Therefor^, although the maximum gross- credit 
f*r eali new employee is $2,l6o, ^he effett^ve credit ranges 
from $l,806,<for a taxpayer in-the 14% tax bracket) 
' 4:0 $^30 (for a ^taxpayer in the 70Z bracket^) ^ 

* The total amount of the credit has four limitations: (1) the 

credit cannot be more than 50JC -of the increatfe ;ln 
- ^ total wages paid by the employer for the year above. X05X 
of total wages paid* by the >eBn)loyer in the previous 'year, 
) (2) the ^redlt must be no mort than 25Z of .the • | 
^ current year's FUTA wages, C3)^he credit for'i^ear 
cannot exceed $10|p,OOO and (4) "the credit cannot exceed 
the taiq)ayer'8 tax liability. Credits wKi<^ Mcfeed 
^ tax liability for a year may be carried back lor 3 years 
and carded forward for 7 years (Joint Committee on Taxation, 1977) • 

The requirement that the total wag^s paid rise by at least 5Z* 

ia designed to insure tl^ the New Jobs Tax Credit (NJTC) i^ based on 

actual inci^eases in eii?)loymeivt rather^ than artificial increases in un- 

employment insurance wages (for example, ^n enqployer could increase 

unemployment insurance wages b'y diyiding, full-time" Jobs into part-time , 

o^ part-year Jobs). The decond limitation (that the- credit cannot exceed 

25Z df'FUTA wages) limits the amount of credit that new and rapidly 

eiqpanding businesses cap receive.^ 



I 
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' \ ■ ■ 

.\ ^ Slfflulatddns of thl^credlt suggest that ±f firms are aware of 

^helr eligibility, there should be a substantial Increase in einpioyment 
jjjj^Band for youthful am) imsk^lSed workers. In the preferred model these • 
, sifltulatlona predict: a 4.6% increase In overall ei)n>loyinent and a 
10 .82 increase fot^^ a^' under 25 (Bishop and, Lcman, 1977). The ^ 
speed with which. a I^J^?^ ba3e<f-« the^ federal unemployment ^^^m base can 
be Implemented mal^s \lt -the preferr^ed short run instrimient for fighting . 
the rfeeesfcion. Its teipporaty nature reduces the imAtft of any distortions 
it nay produce^ Any loAjg t erm a ttempt to promote employment, however, 
w^'l require a niarginal si^^idy^^hat is ia^ed on hours worked.* 
* The advantage of basing a subsidy on hours rather than earnings 

up to $4200. is t^hat it does ftot create artificial incentives for eii?)ioyers 
to ^substitute part-time and part-year workers for full-tlma workers.- In 

■ ■ ^ • • • - ■ . 

its current form the New Job Tax Credit/creates an incentive to hire 
new eiqilbyees ^dt to do so only for the time it takes theq to earn $4200.. 
A hlg^' priced ^oTiQultant hired for three weeks catT receive the same 
subsidy a^ a low skilled workijr hired for a full year.. En5>loyitig t*wo 
or three part-time workers ta-jdo the Job't>f ^e full- time. worker can 
thus double or triple the amount of subsidy for essentially the same Job. 

The requirement ^that the total wage bill increase by at least 5Z > 

'* ' ■ ' * • " ^ 

is designed to prevent an already existing full-time laboV force from 



,belng turned into a larger nuid)er of part-time v^^rkers. This proyisioiw^ ' 
does not prevent firms froS usi-hg only part-time wprkers when* they expand, ' 
hovever. As, time passee and wage rates rise, any eligibility criterloi^T" 
that depends on the total w^ge bill will become increasingly ineffective. ^ 



o • . 16 . . /. 



14 



as possible, therefore, a transition should be arranged 

t«t. a Marginal Hours Ea^loTnent tax Credit (MHETC). In % MBETC, employers 

would W •eligible for a ta^ credit based upon the Incr^he In total 

hours of Work paid 'for hjy the /eiq>loyer over some base amouQt. A subsidy 

rate t>f $1.00 per hour yould produce a subsidy of about $2000 for each 

if . /» 
s«»tta full-time fuU-yeftr wotker Wred. 

• - / / ' • 

The selection of indt/st/rles and firms to be transferred to the IBETC 
uld depend upon the adn^^sjtratlve feasibility of measuring tot^l hoUrs 

later years. Firms covered by the minimum 
:h'e^ necessary records — time ca^ds and sheets ^f or 
rementS'» 1976: Section 516.6)*^fof at least tvo years. 



In the base year^ 1976, 
wage are 'requited to kei 
. 5 ' each worker (Reporting 



. It should, therefore, be Possible to measure total hours worked Vlthout ' 

4 much difficulty and. these! firms vpuld be mandated to transfer to the 
J 

Ntil^/ Other firms woulc be allowed to transfer to MHETC If . their records 

on 1976 employment were luffldently coiq>lete and an adadalstratlve 

* *-\ - ' ' ' 

'^^ 

jwchanlsm for j^^portlng liours In future years Is available. 

The proposed MHETC ^rould cover state and local governments, i^on* 
' profit organizations and would not have a cap on the alnount of s^sldy \ 
any particular employer nay receive. $100,000 c^p dn the amount^o^ tax 
, credit any ^rtlcular 'fvi nay ttecelve for having additional workers Is 
uxideelriri>le becatxse It removes the Ince^lve for flrma enqploying bver 
35Z of all Workers to clange their' behavloiKln order to become eligible 
^credit. In ordar to achl^^ the same -overall, stliu^^to employ- 



wmat the per enployee Irvel 9^, the^bsidy ttuat be more tba^^RportlcmatelT*^ 
Inareaaci and as a result the coat per job created rlaes. Higher per worker 

' •> ■; ■ ' > ' , ' . 

levela «f subsidy focusejd on fewer Workers 4i1sq magnifies the- distortion .costi 
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of t^cl^edit. The $100,000 cap discriminate, against la^ge finna. ; Thl. / 
^ l. OndealrabW because their workers .g.netally recel^ »ore training on ' 
_ the Job -and are better paid. If favoring .small fihas is^esired, it is 

better to do it by adju^i.g-the rate o'f subsidy to some measure of^he • . 
, '»±z^^ of the finn such a^ the 1976 total vage' bill subject to Sodal ' ' 
Secuflty tax. ' - ^ , . . ' . 

. .ub,«y «,„Id >,e .paw Vould be^ b.,.d „„ ak W^rjgHt past peaM.,.;^; ' ' 

of.t«-.y,ours„otoa-laat,aar'. „plo^t..'jJ^NJTC. changing ■- ' 
the-.wat the -thriahpld da .updated la needed, for two ,reaaona ! \ '(a) to 
take away the incentive to reduce employment in one- year in o^'der to ' ^ ^ 

• increase the -^wtts. of tax gredit in later years-, and (6) to reduce 

• the destabilizing c^iarac'ter. of the cridit. ' Ih most manufacturing 
■ ead -c6tuitTuction'enterpria48 it Is pos'sil^le to shift the timing of ' 

>od«ctiov into t^e ^oUowln« 'c:aleftdar ye«.'iy depleting- inventorle's, allowing 
order bacUc^gs t^o grow and t(y^^ Mating' 
the -freehold every, jear i^eapi .tKat altemate;^^ expanding and contracting 
eapj^ynent in 8u«e«6ive 'ye«irs '43x1151 zes thp firms' receipts of tax 
'>fee^fita ff^om the^edlt, ' JuEthermore.. as ,the economy reaches full ,employ- 
iient and the^rp^th rate.-b'f employment 'and houM worked slows down, a lar|^-. 
mabus of fl'ifrts win ^^t meet the employment 'growth target ^ 22," lose 
their eliglbilitrlo? Vubsidy and, therefoce,' e^d the' temporary chaijges • 
In labor Intensity ana Inventory accumulation t^iat' the subs My had induced. 
Other Arms .will -find that sih^^ ' thef^.i^Lsible gr.owth of employn^nt is 



now small, the advantages 6 f recfeiylng a 



by the advaAtages 'Of increas'ing the amouit of subsidy' they. will be • 



8uB8i(Jy%il& yUr are outweighed 



• eligible for next year. Like the firms that Idse their eligibility ' 

•Involuntarily, these firms will cut back empioyment '^and xon dpwn their 

•Inventory. - Since most' firms will .^^ofng,on and off the 'credit atsimliar 

polttts' H^he cycle, a permanent credit wit^ yearlyr updated thresholds ; 

will accentuate boomd and worsen recesj^ion^i.^ Updia'ting' an employtnent \ 

tax credit a threshold evejry year has the fjgct of ,iqaklng- the credit * * 

* t • * ' • * ' . * * 

U built in dest^abilizer.- . V' ' ' • r. 

^ The MHETC would' Update^ eacH^firA^'a sulj'sidy t^firephpli by 'basing it. 

on an. average q£. the thireerHighesti^je'&ts o^ employment in the four 7ears 

<preoefllag^ the la^t year. ..M(3r^ foi|pnally»±he;bas^ i|^ year t vdtild'be Bas^U) 

- [E(t-Z) +T:(t-p) +Je(t-4) + JE(t-5; T^mlfa- i:E(t-2.U,. .&UV»)Ti 3 

Khere..E (tr-k> is total hqUre^ wprke'd ^'the .fi'nn ia.the* Ct-l^?th year. 

A firm -con tinuodsly* growing, at- e ^JS year to year rate would haVe ' \ 

* • * •' ' • * • . ^ V" . 4. ' * ' ^ 

an ECtT- (1.02)^/- 's^VeCt);" l.CTeX -\Bi§i(t). ;*Ae- stibsidfv is paii on 

* the/.hours , in excesfl of/s6me thr^shol^^level^'gf^total hours'* worked which 

is de^lne^byl,^res^bidft)^«. Baae(t)' • Cl+r) wJx^re^K is the ral;^ of ' * 
-growth pf ^Ke*/employiuept thr^sbold:^, Thus^-'if t^otal hoiir^ workdicf a[t ' 
firm. for 1976 t>irou^h 1980-yeye' ifep/ lj()7;4Q2 ,,*9^ 101; thousjand, the 
threshold* wpuld be base^d on»(107 +^102 -H-l&O) ^ 3,"- 103 thousand". If 
the rate of gVowth of the emplpyment ^thrMhold'i'S 21. tl)i?. 'firm's ♦ 
l?8i threshold would ;be ,103. • ' (1\0^)^- j-* 10^ 3 thousand hour^". ^ ' *' 
* .This' fpnmiia po^l?t?ane8 fpr 2^tc\ 5 years -the increase in icredlt . 

... ^ ^ • ; . , , \ ^- /. ^ ' 

eligibility that results from restrictlsQc this year's emplojlBSent. Aa 
entrepreneur can never be sur^ that two or- three years in the future 
the* Credit ^ will stiir be on the books orThat he wtll have the profits * 
product demand to tak^' adyaiitage. of it , d<5 he*is likely -to heavify ' ' 



discount Ae benefits of postponlrig.eitglblUty ^fot'the credit, Tliis 
^ eliminates thfe'4.ncentive ta follow *^ sawtooth pattern^ ctf emFfloyment ani 
reduces the te^dfency of -the credit to accentuate xccessibntf, 
, '*TI^.5econd method of reducing the- destabilising effects thr^^. 
crtedlt Is to adjust the expected rate- of growth (ZX-in the above 
/ /-.examples) countercyclically. The objective" Would "^e to adi~u^t the ^ ^ 
. threWwO-d 80'that .when unemplpyiienf was High a larger proportion of 'V 

flmi wpul^ b6 «^llgible for the credit' than wh^n unei^ioymed| is l<^l -' 
^ 'Thus, as we ^ome out of the\ recession the ai^edted rate of gr(iwih 'should 

^ be raised, to '3 or 4Z.,. If ^he unemplgynent^ rate, is \i%h and 

*L , , ' • * * . ' ' ^ ' 

^ rising, the^expected rate of rgrowth should be lowered to zero ox negatW.e 

ninnbera. This type, of mani^latiom 'of the credit w^a^ ^xp^l^citly called • 
• •^^^^ffir in some .of 'the legislative pro|>osals vhichHeVolvejd into the NJTG. that 
became a part of the 197? Tax Red^ction^d SimfTlification Act, 'Because 

• • ■ / , a* • / ' . t 

^' ' , > • ' ^ ' ^ 

of the delays and ^(^litics of the tax legislating pi^ocess,' it will'mosb 

^ ' J : \ >' . ^ ' ^ • . 

• lilcely be necessary to eltfier Vrite a formula intdf'law or set un special 

'expedited procedures for setting the threshold within ^ month^ the ^ 

President 8 Economic Report • ' . . . - , 



5. ^OVC&^S ,FOR CREATINfi fe>lPLOYMENT IN PRIVATE ANDv PUBLIC SECToiR5 \ \^ 

/'*thld component of the program wauld^Tp^bvide vouchers' tro eligible^ ^ i 

workers'^ which they c6ul8 take to dny eligfble empldye'r they desired. For ^ 
eiuih' of the workers hired an employer ^ould-Veccive 'a certaia aniotint per. ' 
.hou»'' wor)icfed VhlclJ ^would depend" on the characteristics of th4 individual ''t 

-V • . • .. ' { . 

the .'Amount of training offered by the employers , and he w l ong theworker 

has been 'emplcwed at that finfi. The per houf r^te of siiblsidy and the 

'eligibility requirements for. a voupKer *could be set administratively within 

lijM.t8 s6t by- Congress (or vary with an unemployment rate trigger), so that 

/the p^gram, could be u^^.as a counter cycljU^l' weapon 1 ;The proposed 

permanent tules for sdch d^'program are.descasibed below. During ^ recession 

they might be liberalized. ^ " « j^n^,.-. . ' * » 

^ ' ^' * . , ^ . 

Individual Sliglbilitr , 

. '^'^ - * . . > \ > . 

A general requirement t^t would apply to ajl is citizenship or legaf 

h*" * * * * • ' 

'immigrant status^ A worker CQPld qualify aader only , one 'jofc categot^/ * 

Successful, applicants would irecfeive an ID card embossed , with his 'social 

sedut4.ty lyimber, rate *p'f' subsidy ^ and signature- or phbtograph. The specific 

hourly amouats listed below should be considered sug:ge3tive and subje<^ to 

modification. * * /" 

(a) Employer^ of blind, dea^T'Sis^led*,^ and certlfile^ mentally 

retarded workers wouli^ deceive a per h.our s^iJbgidy of between $0.60 and. 

$l'if^O depeisaitig upon the extent of the worker's disability. The worker 



I 



would be ^l;Lgible for a voucher as lon^. as the disability cpntinu^d. 
'thfite are currently 500,000 auoh workers in sheltered workshop;3 arid millions 



I 



^ more In prlvat^e ^mpi logmen t. Eligibility pertif iQation would be by State 
Voeittional Rehabilitation Agencies. ' * • 

(b) Parolees from ^risoh, ex- addict/ (including, those on methodone 
ni^ln^tenance) , and -former mental patletit« would be eligible for a voucher 

, worth between '$0.60 and $1.20 'an hour for b'etween one and five years. The 
^size^-tlme period of the vouchep would depend on "how long the individual 
had been Incarcerat^. Eligibility would be certified by parole;, boards 
and mental hospitals. - ' . ' 

(c) All adults, and children over age 16 on AFDC, AFDC-UF, Home 
Relief, or SSI wouM be eligible for a voucher worth ^$0.70 an hour. The 
period of ellgibirUy would be one year. For individuals still on AFQC at 
the end^ of a year there would be a waiting period of one year before they 
became reellgible.' The Social Security Administration and local welfare 
departmJlitrtWlB^d be Responsible ♦for certifying eligibility. 

M) All Vietnam 'Veterans (irrespective ijf the nature of their ^discharge) 
would be eligible for a voucher worth $0.60 per hour for on^ year if exef- 
cised within one year of the effective date^of'the act. Eligibility could 
be extended" into 'the future for thosie vetetans studying full*-tine. Ppst- 
Vietnafli veterans would receive a voucher wofth $0.'60 per 'hour that must be 
exercised within three ittohtbs of discharged The Veterans Administration 
rould certify -eligibility of this group. • * 

PMl for the s(:l;iool vacation period studeiJjj^ho have Just completed 
\8ophomafe,. Juniot^^r senior year of higb school would receive a voucher 
worth $0.50 Per hour. If eligibility for vx)uchers for a school vacation • ( 
period were made conditional, upon parental 'In^cDme, it could be requi-r^d 
. that income from these voucliered jobs be reported on the parents incotne 
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» • • ^- 

/ • 

tax' return to minimize the -incentive for children In wealthier families to 
take advantage of the voucher. Similar vouchers would be available to 
«^udent8 in cooperative — work and study — high schoo^^ programs. Eligibility 
certification would be by the high schools. J*- 

(f) Workers certified to have lost their jobs l^cause of the compe- 
tition of foreign Imports would recelve^a per fiour voucher good for 
one year. Determinations o^^»^hether Indus^trles and their workiers have" 
been damaged by imports is already mandated by Foreign Trade Adjustment 
Assistance Act. The rules and procedures for making such certifications 
currently used by the International Trade Commission would be continued. 

(g) Young people who leave high school withotrf^ receiving a diploma 

would receive a two year voucher worth $0'. 60 an hour^ There would be a 

^ / 
waiting period of four months between leaving high school and becoming 

e^glble for the voucher. A high school dr^out, would hav#^tp start using 

his eligibility within two years of leaving ^ilgh schOoL. A woman who has* 

• a child during this ^perid^ would be eligible at* any time until her youngest 

child is seven years old. All high school dropouts under 25 years old ' 

would be grandfathered iijto eligibility at the beginning of the pi;ogram. 

H^ertlf lea t Ions would be by high schools. Since the employer, not the 

. employee, woiflc! receive the subsidy, there would be little danger of the 

voucher ^increasing the high school dropout rate, ' / 

^ "(h) Any adult between 20 and 67 who has not earned more than $600 in 

^tny of the last four consecutive year-e would be eligible for a ^^|p*i^er 

worth $0.60. an hoar that would>l/gst one year. Because their records would 

have^' to be checked, these certlflcatl^ons would be handled by the Social 



Security AdmlnlstratTon. 

t 
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The Pettod of Eligibility ' ' 

'The period- for which' an employed receives a subsidy for hiring a 
person would depend oi^ the workers c|iar«LpterlstlcS' as. described above. 
The aocfunt of the subsidy would^ decline over the period of Eligibility — 
reaching one-half tlfe, original amount half way through the eligibility .~ 
period. ^ 

Job Eligibility * , • * . 

,The wage would be required to be a*t'or afeove the miniimjm wage i'f the 
job is covered , by the minimum wage, it the job is not so covered, a ' 
completely disabled worker would haVe to be paid at least 6(^% of the 
minimum wage and all others at least 80%"yf it. Above ^"^llinit wage- of 
$5.00i an hour, the value of the subsidy^ would be dijainislf^d by 5(: per 
hour for every 10c increase in the straight time/hourly Wage, 
, The supplem^t 'would be paid on every hmnr worked, up to a maxi'^Jim 
of either 45 or 47.5 hours per week. Thus /one year's eligibility for a 
$.70|subsidy would be worth $1050 to the/firm if the employee worked 2000 
• A $1.00 subsidy would be wortli $1500. 'The administration of this 
voyc ler cdtopanent would be integrated with the family wage r/ite sUbsidy. 

Eagle yer Eligibility \ ^ \ 



houri ; 



fhe en^loyer would not 'be abl^e- to be a relative ^nd woUld have to be ^^f 
paying social security taxes on the earnings' of all employees. If the 
- not-for-profit sector of the economy were thought -to be an especially 
^ desirable place to employ these disadvantaged workers, public and non-profit 
organizations could be eldgj^le for larger per hour subsidies find for ^longer 



periods of, time. ' For Instance, thev. mightifbe permanently eligible f or a 
subsidy of the seco^id eli-gibility categoryj |( former convicts, drug addicts, 
•and menfai patients). Those employers reqjiviog hourly wage rate subsidies 



under the Marginal Hours Tax Credit as we]|^ as for vouc-Hered employees 
would not receive the full 'subsidy amount ffchat their voucherea employees 
would normally make 'them eligible for* TH^ hourly sub^dy for Vouchered 

] ' • . • ^: " " . 

eiftpl oyegs could b6 made $.20 less than t-hlf.$.50 t6 $1.50 it otherwise would 
be* Firms could opt instead to have theiiflTnarginal hours tax credit reduced 
by $.20. • ' ^ \' ' 

Some |tnalysts fear that a wa^e subsidy of specific groups of workers 
would, result in the subsidized workers displacing unsubsidized worke^rs. 
.If this is considered a serious drawback of the program described here, 

employers of more than one vouchered worker could be required to certify 
. • ^ 

that they are nof laying off other employes in order to Tiire the vouchered 

\ ' ' 

workers. This certftication could be made id^ any one of four ways: 

■ , \ ^ ^ 

ia) If an employer, is eligible for and receiving a marginal wage bill 
subsidy (eithe^ the. New Jobs Tfx CreJit or the Marginal Hours Tax Credit). 

(b) ,The job obtained by the vouchered employee is covered by a, union 
contract or firm rule that requires that previous laid off workys have 
recall rights which give them priority over new hires • 

(c) The establishment is part of an experience rated unemployment ^ 
insurance system and is not at the'^maximum tax r'ate on that system. 
Twenty percent of all emplpyment is in fii^ns whose layoff experience is so 
.low they are- at the minimom tax rate. 60% of *all jobs arc in 

firai^ (Becker, 197?), that must increase th^ir payments ^into the Ul^system^ 
"to match the UI payments received by their laid off employees. For these-' 

25 ■ ' . ' / \ 



finns laying off -one' worker 'in ct^der tc^teplace him with anotherj eligible ' 
fQT a subsidy would seldom be prof^tatle ,eveo ifv ^fe f irin did^ riot f^el 
Constrained by coosideratr'ons^^of employee nor^le, .If the' firm is lucl^y^*- 
enough to have a vouchered worker ,stay fdk^ a full year, it wil^l receivfe ' - 
between $900 and $1500. This is a very snail benefit to stack up against - 
the hiring 4nd .training costs for rpew employees and havixig^^^^p^ ^the ^ 1 
uner^ployment insurance benefits of the wcrlc4r vho was laid off," flveja 



doubling the rat^ ol subsidy is not goi-ng tc create such a strong incewive 

that experience rated fipns will want to layoff an^nvoucherpd employee! 

just to hire a votichered worker^. , ' % . 

id) Cumulated from a base date defined by the ajdt, involuntar^j se^^ra- 

tions must be smaller than tl\e number of recalls and new hires'" of unsubsidized 

workers. hLathematical-ly this mav be specified as: 

Z Layoffs (t) f I Firings (t) <J: Rj=scalls(t) + Z Unvouchered new hires. 
•t=1^ " t«b - t^b * t*b 

Thls"^eans that vouchered employees could only be used to expand employment 

or replace voluntary quits and retirees. The date from which these cumulated 

calculations must be made couW be periodically^ updated. . Lost eligibility 

would result in the firm no't bein)g able to receive subsidy on ntw employees ' 

tmtil they, come into compliance with the requirement* Only a few est^- 

lishments would need to be certified in. this manner* fmall^firms would no^ 

need (o because they are not likely to desire more than one vouchered 

eiiq>l«(yee. Almost afl larger employers' are either experience rated or v 

••-^ ^ ' » ' ' 

covered by a unioV contract that sp.eqif ies recall rights* ' 

^ ^ ' ... 

T^ese "no displacement ItertJ^f ications^* are desip^d ^to Insure that 

the {interests of unsubsidized low skill workers are protected and to pre- 

vent an iagrease in job turnover; The fact that the employer subsidy 

■\ ' ' ■ ^ ■ ' ■ • • 



would b|^f limited duration has the effec^of focusing the iiibsldy on 

pedriod when the employee Ic learning the ropes and consequently not 
fully productive. It is a way 0f subsiddzing' the' training pedriod withotit^ 



undertaking detailed adminisxrative' oversight which is Both costly to the — 
government emd- .f^jM and lowers the ^incentive for the flr^ |tp participate 
in the program. . Except for the vete'ransi the manner in wfiich the target 
group is identified is keyed to their presumed skill deficit. / '" *' 

.The Effects of. the Job Voucher Component , * '"v^l^ ' ' ^ 

• . ; - • - ■ ^ 

• . While a ,$900 subsidy would not be enough to induce frirms td^ fire^an^^ * 
experienced worker in order to hire a \iew vouchered worker, it would* be. 
sufficient to influence the selection of which person to hire when an ^- » 
expansion of employment is already contefiq)lated. By lowering the marginal 
cost of expanding output, it would induce firms tjo expind crti^u|:, thwifeby 
.expanding total employment and increasing the utilization rafe of capital 
already Hn place. Sectors of the economy that use large numbers of low 
skill worlcers — such* as restaurants', 'retailing and services — wi.ll lower 

prices, thereby" reducing inflation. By lowering the price of loW skill 

» * • ^ , » 

labor on the margin, it would cause sutstltutlon'of^ these workers for 

capital, m^msi^als, and high skill labor. *Slnce th^ subsidy will be \ 

placing dowjjw^rd pressure on prices and making Available resources/that 

would normally be-**#ied by le^al and oustpmary minimum wagea^ the trade-off 

* . ^ . * \ ^ / • . ' 

berween. inflation and ^iinemployment would be improved and a more .stlmulativV 



fi8cal\i^l^L^netary policy would" be f easible , 
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6. VOUCHERS FOR TRAINING* AND EDUCATION 



This component of thfi program would provide an additional training'*\ 
and educati9n voucher to all individuals eligible for jobs vpuchers. Firms 

which offer their entering workers a training progrram certified by Department 

» *■ * 
of 'Labor adminis,trators would be el^ible for an extra subsidy of $0.25 to 

$0.50 per hour priced by a votichered employee. The size of the subsidy 

^) 

premium ^and th"e length of time for which it is patid would be set by feder^ 

* ' . SI 

administrators abased upon employer-provided-descriptions of program and by 
site visits. An alternative means of certi£i cation would be an arm's length ^ 
contract with an outside agency to provide thn training to^oth subsidized 
and unsubsidized employees. ' 

Because small firms may fit^d these reporting and review requirements 
burdensoi|[\e a third method' of haviag.*a training program certified would be 
made' available tq them as, follows. Using the m-ist recent set of scal6 _ 
wages for each job and seniority rlpssl f ^rarl'^n . f»n ^'"p,r«fA 
scale wage'^for the vouclier employees (except xor classification D^wotild 
be calculated, classifying thein ^rst by the^r entry jobs and second by 
their job and seniority one year later. If the r^tio of the second to the ^ 
first is greater than 1.05 'the firm would be eligible for the standard 
training subsidy of future employees. Involuntarily separated voucher 
employees would be counted as if their entry wage had not risen. ^Vouchered 
employees who left voluntarily wauld be excluded from*the calculation* 




: - , . 26 ■ . : 

7. gu^lRanteed public. jofs, for family heads / /' 

*•*«■-, - ^ ' 

OpWfe-ended partial sabsidy program^^ke those described in Sections 
i-K^e the most effective method^^^-crt^oducing general expansion in the 
employmeht. of targeted groups. By increasing emplo^yment they reduce the 
, ^ OHmber of unemployed workers and/the number of. families-on welfare. ^The 

vouchers and credits are net, however, able to insure that any pai^ticular 
Individual will 'have a job. In thl^past, tKe task of maintaining the 
' ^corfomic well-being of those willing to work but unable ^to^ find work has 

been left to income tested* cash or in-kind transfers with work registration 
requirements — such as UI, Food Stamps, and* AFDC-UF. A work registration' 
requirtoerit is nort, however, an effective worK, requirement^. The unemployed' 
♦ ' worker generally does not have to accept employraeat outside his chosen 

V ' ' ' ^ f ■ 

. occupation and can, if he wants, irtake himselA s«em sufficiently' unattractive 

r - ' - ^ ' r 

_ . ' to forestall jthe. offer of an unwanted Job/ ^'fconsfequently^tBfe availability 

0f support flrom these 'programs can be expected to inddce some people to . 

lengthen the interval between jobs and td hold out for types of i6h and • • 

wage rates, i they cannot* reasonably expect to get. : 

* , An alteriTative approach to maintaining a. family's well-being during a 

spell of unemployment is to provide a job fpr the breadwinner. If a job 

with ^ living wage can be guaranteed, 'the case for 'an income guarantee for 

a'W^bodied adults is greatly weakened. %oi5 guarantee would serve as , 

a fine-meshed net to catch the families who are. missed by tbe family, wage 

rate subsidy, the hours tax, cred4^, ancJL the job voCichers. A job gudrant^e 

is possible, however, only if the costs of th^ob ^e fully funded by 



■ government. 
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The primary resefvdtion most ecQnoinisJ:| ha\tp with this strategy is, ' 
Hhe f0lr that it may not be feasible to,^reate enough jobs.. One wayVto 
reduce the number. pf jobs that mu9<: be created is" to keep their wage at 

r ' ' - • ' 

or below the minimum 'wage. Thii would reduce the incentive tp-vieave pti- ' . 
vate employment for'a public Job. S^ch jobs/ Kbwbver, will leave one- 
.«amer families' with two, or mere q^ldren in poverty. -The solution to 
this dilenjma is tji^ adjust the wage rate family size as dbes.the family ^ 
wagfr subsidy co^nponent proposed in section i. 

A^se*cond way to limit the number. of publi'c jobT'ls to offer the guarantee, 
^on^y to specific 4|i^graphic gfoups, such as beads of families >ith children.' 
This Is the approach adopted in this component of the VoCJET inultipronged 
proposal. ' * - ' . 

A* job guarantee would be limited to the heads' of intact' families with 
chl-ldrefl. First priority -would go to th^ heads of families receiving AFDC-UF 
and Food Stamps. The second priority greup would be those receiving ex- 
. tended unemployment insurance benefits. Each h^^d would be offered a choice 
of three job or training alternatives. This, "together with the work 

\] ' • . 7 

riq^irement ofth|se prrfgratos, would make acceptance, of a public j'feb an 
effective work tedljt. If local, state, and federal government agencies 
have n6 particular difficulty absorbing the extra employees, the guarantee 
could be extended tether groups such as single individuals living alone, 
heads of . lnta.c^ .f ajnllie«#lth no children, heads of Intact families with 
chlldreit, f enjale he^s Vith children over 10, or ^ves in intact families 
-with children over 10\ • In localities where more public Jobs wjere available 
»o^^ere the nuftber of unefliployed heads needing a. guaranteed Job was small, ' 
add^i^onal categories of workers Could be offered a jpb guarantee. As the covr 
cra^ af the Job' guarantee was^ expanded^ an effective work requirement wjmld. be 

30 . 



progressively spreading t6 cover tbbse recipients of Food Stamps, AFDC, 

and exteftided UI bene^fits who are not heads of 'intact lamilies yith children. 

Application for and Assigngnant to a Guaranteed Public Job 



The current AFDC-UF prograto would b^ replaced by a guaranteed public 
job fffe^heads of intact -femilies with diildren. A waiting period of two 

eeks between application and assignment ^o a job would be standard. 
Whea appJ.ication is made, the unemployed worket would receivfe his f ^ily * 
wage rate subsidy and job vouchers if he has not already received them and 
would be aided In his search for a partially subsidized job. Job couasellor 
would use this period to,* determine the applicant's skills -and interests. ^ 
^Income' support for the 'family (if it, is needed) would be provided* by 
general relief. / - * 

Before the end of the two-week wal^ting {ieriod three or more job or 
training alternatives muQ.t be offered to the individual by the public'job 
agency. The. family woul(} become eligible for AFDC for as long ds threfe * 

suc^ ^ob offers cannot be found. While the agency'would endeavor to • 

% - 

match the job to the skill and interests of the^ applicant, this would not 
be a recfuirement except for training options. JLf^ll three of the options - 
offered are turhed do'Wn or the worker iS' fired* for good cause by his 
employer, there would be a bne-month^waiting period before the workejr T 
would be guaranteed another/tbree jdb or training offfers, and the family. ' 
would again become eligible fot AFDC if three such offers* were not found. 
During this one-mortth period ^he individual would be eligible* for a public 
job if there wer'e'^jobs available. He would pot, however* be' guaranteed 
on^, and people who had not. turned^ down threfe offers within the la^t 30 



days wou}^ have pifiorfty over-him^ Income siipport during this one-month' 
. period would he provided/ if needed, t>y general relief and would not 

Aceed 75%^ of the '^arning^ , provided |by full-time em^ployment in a public ^ 

j&b.' f^, ^ . • * 



• , Crfaa^^lng |j»'e Jobs 

Xhe^ federal goVfernmeilt would pay the wage and fringe benefit costs 
Qf^ these public joqs,^ J^bs would be* create^d fri'the federal government, 
^ State and local government- agejicies, and non-profit agencies. 
^ (a) Federal* government . Most of the federal jobs would .b« in regaonal 

offices an4 military bases, spread around the« country. Each regional of£r^e 
\ of each a^fency would* have d job creatiop quota that would depdfi'upon its 
, * J ejfrloyment in ^he lower ranks of^ the Civil Service- Each agency would 

pay ?hese empl&yeTes out of- its normal ljudget but could appeal to the Office 
<{ of ^tanagement aqd ^Budget -for extra funds if needed. * 

(tr^T The eligibility of non-profit agencies ^or a fully funded public 
- employee' would be tied to bhe dollar amount of revenue it received from 

. , J*'- 1 ' • ' V ' ■ 

t governments of all level§ and from foundations. An agency would be 

' '\ ' ' ^ ' \ ■ 

eligible for one fijlly ,funded worker if it spent at least^^^OO,000 on 

employee compensation, and an extra worke^ for each" additional $400,000 

•spent on compensation, 

(c) The residual Job creation responsibility would lie with a state 

: ^ : ' . ^ ' '\4 

Job creation agency -which ^would be geojgraphically decentralized by metro- * 

' * " 3;/ .'polltan area where feasible. A variet^^-«^Rtxategies would be available 

' to 'this agency for creating job^ including t^lng appllcat^ns from 

^ looal and state government agenci'^s a::^yontsrractlng with non-profit 

• ■ ' \: / . 

^ • • ' i i • • " ■ , • • • 
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agencies to employ specif Icr numbers of unemployed family heads', as has 
been done In Canada. . ' « 

Maintaining Opportunities and Incentives for Obtaining Unsubsldlzed ot 
> Partially- Subsidized Emplbyment . 

To increaa^^ their attractiveness to othTer employers, guaranteed job • 
holdeifs wduld be^^^lf^lble for oneryear job vouchers worth 60c an hour.' « 
^ Th^se i^orkers. woulcj^also remain listed wlth^the emplUniient service and 

would continue^ to receive job search* cbunsellrrg. In addition, these 

■ * • - ' * ' . * * ' . 

workers wduld be expected to con^:lnue looking ,f?r other work whil^ 
^pioyed in the guaranteed jobT^^upervisors would be expected to arrange 
coo^ensatory time if hours during the standard working day wer^ needed 
for 5ob search. ' * ' ' "^f 

Matching Jobs to Workers ' • • ~. . 



Both the worker and his boss would have the right to apply for ^trans-^ 

fer of the worker to another job. If a worker "coqld induce another 

— ^1 • ^ 

eligible agency to request him, a presumption in ^f avor of such a ^t/ransfer 

« « » « . ' 

would exist. Decisions abpjut transfers would be m^de >y the Job Guarantee 

Agency. • ' ^ 



Comparison With OtheSi' Public Employment Programs 



^ U.,S. experience with public employment programs like. PEP and CETA 
suggests that while they have, salutary short-ryn effects 'their primary 
long-term result is revenue sha^ring, not increased employment in %tate 
and local governmentr^^ (Johnson and Tomola, 1977, Wiseman, 1976). This 



lack of long-term impact, suggests that while PE may be an eff^ctiVe ^ 
eputttercyclical vea^n In short recessions it is not, as presently < 
'constituted, an effective instrument for malcing permanent changes in the 
structure of the lahoi market* ^ 



The large long-run displacement effeqts were a conse<Juencli off two 

ara(!teristics of th^ PEP and ^arly^CEJA progratas: ^ » ' 

' ' ^Vs , ' * ' ' ' 

<a) Most of the funded jobs were in alreacfer established agencies ^ 

rather than in segregated projects. - 

(b) Criteria of ;eligibllity for PE were so all-iiit lus.ive and^ the 

wage so high (up to $6.00 an hour)*, tha^.many mor^ unemployed workers 



oulljsi 



were eligible for subsidy than CETA coulljsubsidize. /The empJoying 

agencies selected the most qualified workers from Jthe pool and were^ 

therefore,' able to benefit from the program wlt^h^t h^ing to change 

hiring standards, or^ restructure^ jobs. Agencies already pldtuling an^ : 

expansion were able -to shift the costs of their expansion on to the 

federal government. - . 

One strategy often suggested for reducing the' amount" of • displacement 

• » < ' *, * 

i^^to create the'jobs^in segregated projects a<^as dOne in' NYC, CCC, , 

and Operation Ijlainstream. There are disadvantages to thit approach, 

' * ' - ^ • \' 
however, because jobs create^ in thJLa way are more expensive to administer 

'and less likely to produce an Output with value equal to* its cost. - Even 

if displacement of other state and local jobs^s avoided, competit^n 

by these proj^ects for markets or workers may displace privaref jobs^.' 

The guaranteed public job component in VOOJET does not purport 

to expand economy-wide employment- in* thfe , long run.' Rathei^^ its objective 

is to redistribute employment toward heads of families who would btherwisfe 



be unable. to find work or be unwllli/ng to accept work. The availability 
of public jobs which can be targetf^d on s'pecific individuals allows s 
socfety to create A job guarantee/ for intact^f amilies— thus obviating 
the^need toi inconjb guarantee/ for jdfii^ gr:oup. -Together, the family, 
wage rate subsidy component an<^' the guaranteed public job component can 
end' poverty for families with children, and do ^o without creating the 
Dowerful work disincentives present* in the current income-conditioned 
transfer programs. \ . • i ; ~ 



8. GENERAL ISSUES THA'];^PLY TO ALL VOGJET COMPONENTS 

Adjustments for geographic differentials in cost of living would be 
initiated by ^he state- aAd will up to a limit be-parti^ly reimbursed 
by the federal ^veniment. Cost of living adjustments to -theTamlly wage 
dubsidy.v#ftld be carried out by r^isfi{g"the state ar locality's target 
wage. If a state desires, separate target waj^es may be calculated for 
•each SMSA. States could. also 'influence' eligibility £or e^lpyer subsd-^ 
4le8 by legislating a higher limit wage 'in th^eir state. The state, ^ how- 

lining ac 
subsidy payments* 

Partial f ederal'.reimburSement would be available for increases in 
the target ,clr limit Vages only'<:6 the extent the local cost of liv^^ig ^ 
(in-eluding local income taxes) exceeds 90% of the national average. The 
costs .of closing tbe first hal^ of this differential would be reiiribursed 
at rate. The cost;s of clpsing the remaining differential would, be 

.reimbursed at a 20% rate. Thus, a State with .a cost of living~index of 
110 would receive *a 40% federal reimbursement of the costs if it raised 



j^ver, would be required to pay a. major portion of t;he resutting additibSal 



the target wage by lOZ. If it raised the target vage another lOZ above, 
the federal" target standard it would receive cr'SQ^reimbur semen t of these 
increni€intal costs. - * o 

The BLS, would use a standard budget for purposes of calculating 

' ^ ■ ' ' '\ ' ' ' 

each state's coft bf liv|^* ^^Varia.tlon in the items to be priced would ^ 

only be allowed i& ir were weather related. ' ' ^ \ ; 

" * • ^ , .: • . " ' 

♦ V*' , • 



NOTES 



See Blsliop and Lernan (1977) for discussion of related Issues. 
2 - ^ • 

Twenty percent of firms lay off so few. workers that they are ^ftot - 
involved In. the experience rating process. Another 2(3% are klready.at 
the jnaxlnm, so an additional lay off makes "no difference. 

For discussion, of ^^the administrative 'Issues Involved In a Wage Rate 

' . ' ^' ' . ' . ' 

Subsidy see Bishop' (1977) . ^ , - • 

The Garf Inkel-Haveman (1978) methodology uses the person's aotual 
i^age rate to calculate eligibility for and the size of- the wage rate subsidy. 

The ^arnlngs capacity of the family, however, Is calculated completely 

- '' ^ . \ 

without reference to. the actual wage rate. An earnings function Is used 

to ip^edltct earnings for each person In the sample If he worked full time. 

The- earnings Capacity of ^ each Individual Is thl^ figure plus a random error 

with mean of zero and a variance equal to the residual variance of the 

earnings, function. Since the rq^sldual variance of the semi log earnings 

function is more than half the variance of logged wage rat^s , the corre- 

latlon between the assigned earnings ca^cities and actual ]|^age rates is 

rather sftiali. This results in an understatement of all tar^t efficiencies 

and an especially large understatement of a wage rate subsidy/s target 

effttciency. ^ 
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,Table !• A Uberal Family Wage Rate Subsidy for 19 7B 



• 


Before 

Subsidy^ 

Income 


■ _ • 

After-Subsidy Incone 
(no. flf children) 
(1) (2) . W) (4+) • 


(1) 


Wa'ge Subsidy 
(no. of children] 
^ • (2) • (3J , 


(4+) 






Case I:' Head Works 


2000 Hotus 




% 


« 




Ma%e rate: ' $2.00 


$4Q90 


4500 


5250 


6QP0 


6750 


$500 


1250 


2000 


2750 


^ 2.50 


5000 


5000 


5/50 


6500 


7250 
■'-^730 


' 0 


750 


1500 


2250 


' 3.00 


-6000 


6000 


6250 


7000 


0 


250 


1000 


1750 , 


3.50 


' . 7000 


7000 - 7000<. 


7500' 


8250 . 


a 


0 


500 


1250 


4 ♦ 00 


. oOOp 


8000 


, 8000 


8000 


^750 


6 


-0 


0 


750 




. 1 . 
Case II: 


Head Works 2000 Hourg, 


/ 

Wife Works 


1000 Hours 






ttege rate*: $2.00 
2.50 


~~$600D^ ■ 

r 

7500 

. 


6730 
7500' 


7875 
8625 


9000 
9750 


9750'ff • 
10500' ■ 


$750 
0 


1875 
1125 


Dooo 

2250 


3750 


3.or 

* • 


9000 


9000 • 


9375 . 


10500 




0 


375 


1500 , 


2250 


3. '50 


io5oo . 


10500 


- 10500 


11250 


12000 


.0 


■ 'o 


'750- 


1 CAA 

1500 


. ' 4.100 


12000 


12000 


12000 


12000 


12750 > 


0 

/ 

• 


0 

s 


• • .0 " 


750 . 
* 


Pood Stamp Breaks. 


$6574 


^452 


« 

9861 


'11270 






/ 


« 




even 














• 




^ Poverty 
4 Line 




$4719 


6014 

* r 


7109 


800i\ 











N^te; - This illustration is a program for which the target wage rises 30% of the 
nlnlmud wa^e for each child» the subsidy la^50% of the difference between 
the^actual and target wages, and the family ^Is not recciv!^(^ f ood stamps 
ofAFDC. ^ 
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